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CONSIDERATION OF THE REQUIREMENTS OF THE FEDERAL ENERGY POLICY ACT
OF 2005 REGARDING TIME-BASED METERING, DEMAND RESPONSE AND
INTERCONNECTION SERVICE, CASE NO. 2006-00045

Dear Ms. O’Donnell:

Please find enclosed and accept for filing in the above captioned-case the original and ten (10) copies of

the testimony of Thomas Welch on behalf of PIM Interconnection, L.L.C.

By copy of this letter, all parties listed on the attached Certificate of Service have been served. Please

contact me if you have any questions.
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TESTIMONY OF THOMAS WELCH ON BEHALF OF
PIM INTERCONNECTION L.L.C.

Q. Please state your name and business address.
A. My name is Thomas Welch, and my busihess address is PJM Interconnection L.L.C.,

955 Jefferson Avenue, Norristown, Pennsylvania, 19403-2497.

Q. What is your current position with PJM Interconnection L.L.C. (“PIM”)?

A. Tam PIM’s Vice President for External Affairs.

L PURPOSE OF TESTIMONY
Q. What is the purpose of your testimony?
A.Tam pleased to provide comments to the Kentucky Public Service Commission
(“Commission”) on behalf of PJM in the matter of the Commission’s consideration of
requirements of Federal Energy Policy Act of 2005 (EPAct2005) Subtitle E Sections
1252 and 1254 regarding time-based metering, demand response, and interconnection
service, One Section 1252 standard would require each electric utility to offer each

customer class a time-based rate schedule where the rate charged varies during different



time periods to reflect the variance in the utility’s cost of service. A second Section 1252
standard would require each utility to provide each customer requesting a time-based rate
with a meter capable of enabling the utility and the customer to offer and receive such a
rate. The Section 1254 standard would require each electric utility to make
interconnection service available to any customer seeking to connect an on-site
generating facility on the customer’s premises to local distribution facilities; the standard
requires that such service be offered based on IEEE Standard 1547, which reflects current

best practices of interconnection for distributed generation.

Q. What are PJM’s responsibilities?

A. PIM is the regional transmission organization approved by the Federal Energy
Regulatory Commission (FERC) to operate the transmission-grid in all or parts of 13
states including Kentucky, and in the District of Columbia. PJM is responsible for
assuring the safe and reliable operation of the transmission system and facilitating the
reliable supply of energy to meet the demand of wholesale electricity customers in the
PJM region. In carrying out these responsibilities, PJM operates an Energy Market
which provides wholesale buyers and sellers of energy with both real-time and forward
pricing information, enables the efficient interconnection of generation facilities to the
transmission system, and provides for the participation of interconnected generators in

the PIM Energy Market.

Q. What is PIM’s interest in this proceeding?
A. PIM is interested in providing the Commission with information about the benefits

that demand side response (DSR) brings to the functionality of the wholesale electricity



market. My testimony on behalf of PIM also addresses the steps we are taking to
facilitate wholesale market participation for those generators interconnected at
distribution-level voltages, and clarifies the shift in responsibilities of state utility
commissions and PJM regarding distribution-level interconnection which results from a
FERC Order Rejecting Filings issued in Docket Nos. ER06-407-000 and ER06-408-000

on February 22, 2006.

II. BENEFITS OF INCREASE DEMAND SIDE RESPONSE PARTICIPATION IN
WHOLESALE ELECTRICITY MARKETS

Q. What are the benefits of increased demand side response participation in wholesale
electricity markets?

A. In effectively functioning markets, both supply sources and demand sources have the
freedom to determine their degree of participation. Suppliers are able to choose when
and at what price to offer products and services, subject to market rules designed to
prevent the undue exercise of market power. Customers are able to choose whether to
purchase and the quantity of products and services to purchase based on their assessment
of the relative price and value of those products and services. It is widely understood that
demand side resource participation in wholesale electricity markets is underdeveloped,
and that wholesale electricity markets work better when a significant level of potential
demand-side response is available in the market. These conditions prevail when
customers are in a position to make informed decisions about their consumption of

electricity.

Q. What steps has PJM taken to increase demand side participation in its markets?



A. PIM is committed to the establishment of a fully functional demand side for its
markets including but not limited to Energy, Capacity, Synchronized Reserve and
Regulation markets. FERC approved in early 2006 market initiatives for Demand
Resources that made Economic Load Response and Emergency Load Response
permanent features of the PIM market and provided new opportunities for Demand
Resources in the Synchronized Reserve and Regulation markets. Previously PIM
established two successful wholesale market demand side programs - the PJM Economic
Load-Response Program and the PIM Emergency Load-Response Program -- as
components of a transition to the full integration of the demand side in PJM’s markets.
Pj M also established a non-hourly, metered pilot prograxﬁ to extend participation in the

demand side of the market to smaller customers lacking hourly meters.

Q. To what extent has load participated in the PJM Economic Load-Response Program?
A. As of November 30, 2005, there were 2,210.4 MW active in the PIM Economic
Load-Response Program, and participants reduced their load in the 11-month period prior
to that date by 113,393 MWh in return for average payments of $106 per MWh for doing
so. Approximately 66 percent of the MWh reductions resulted from customers with
access to real-time pricing information for PYM’s Energy Market. During the 11-month
period ending November 30, 2005, the maximum hourly load reduction attributébie to the

Economic Load-Response Program was 226 MW.

Q. What has been the impact on market prices of load participation in the PJM Economic

Load-Response program, and what would the impact be of increased participation?



A. PJM’s independent Market Monitoring Unit estimates that the price impact of the 226
MW reduction as approximately $1 per MWh, and projects that a reduction of 1000 MW

would have resulted in an approximate $4 per MW LMP decrease.

1. RESPECTIVE RESPONSIBILITIES OF PJM AND STATE COMMISSION FOR
DISTRIBUTION-LEVEL INTERCONNECTION

Q. Please describe the impact of FERC’s Order in Docket No.ER06-407-000 and ER06-
408-000 on the respective duties and responsibilities of PIM and state authorities
regarding distribution-level interconnections.

A. On February 22, 2006, FERC issued an Order in Docket Nos. ER06-407-000 and
ER06-408-000 (“GSG Order) which clarified the respective duties and responsibilities
of PIM and state authorities regarding distribution-level interconnections. In that Order
at Paragraph 14, FERC observed that it had determined previously in Order No. 2003
that it does not have jurisdiction over an interconnection where the interconnection
customer seeks to interconnect to a “local distribution facility” that is unavailable for
jurisdictional transmission service under a FERC-approved OATT at the time an
interconnection request is made. The GSG Orxder indicates that FERC can assert
jurisdiction over interconnections to local distribution facilities, only when there is a pre-
existing interconnection and a wholesale transaction over these local distribution facilities

prior to the new interconnection request being made.

Q. What impact does the GSG Order have on PIM’s practice to review interconnection

service agreements?



A. Prior to the GSG Order, it had been PJM’s practice to review all interconnection
service agreements (ISAs) involving interconnection to distribution systems. Subsequent
to the issuance of FERC Order No. 2003, PIM determined fo maintain the status quo in
its practices and continued to review all interconnections for distribution systems. The
GSG Order has clearly indicated that PIM does not have the authority to continue this

practice.

Q. What will PJM’s change of practice mean for distribution-level interconnection
applications in PJM’s interconnection queues?

A. The majority of distribution-level interconnection applications in PJM’s
interconnection queues are for interconnections to systems with no pre-existing
interconnection. As a result, those interconnections are not subject to FERC jurisdiction,
but rather to state jurisdiction. Transmission owners and generation developers will be
looking to state commissions to facilitate the interconnection aspects of such projects,
and state commissions will need to manage any disputes between developers and
transmission or distribution system owners over the state-jurisdictional interconnection.
PIM will not be a signatory to any interconnection agreements authorized by state

commissions.

Q. What role, if any, will PIM play in managing the transition from PJM’s previous
practice of reviewing all distribution-level interconnections to the practice required
pursuant to the GSG Order?

A. PIM is very willing to work as a consultant with state commissions and the parties

involved in state level proceedings to assist in managing the transition from PIM’s



previous practice of reviewing all distribution-level interconnections to the practice

required pursuant to the GSG Order.

Q. What role will PIM play in facilitating distribution-level interconnections in the event
the interconnected entities intend to participate in wholesale market sales?

A. If such entities subject to state jurisdiction intend to participate in wholesale market
sales, PYM will continue to maintain its jurisdiction over the wholesale sales portion of an
interconnection to a local distribution facility. To do so, PJM is developing a Wholesale
Market Participation Agreement (WMPA) for PIM, the respective transmission owner,
and the generation developer. To a large extent, the WMPA will parallel the wholesale
sales aspects of PJM’s Interconnection Service Agreement. PJM is advising developers
intending to participate in wholesale market sales to enter PJM’s interconnection queue
so that PJM can study the transmission system impacts of the proposed interconnection.
While the WMPA will contain provisions for network and local upgrades, it will not
contain provisions for attachment facilities, which FERC has clarified are state-

jurisdictional.

IV. PIM’S POSITION ON THE COMMISSION’S ADOPTION OF EPACT2005
SMART METERING AND DISTRIBUTION-LEVEL INTERCONNECTION
STANDARDS

Q. Is PJM asking that the Commission adopt the EPAct2005 Section 1252 and 1254
standards on smart metering and distribution-level interconnection?

A. No. PIM’s perspective is informed by its focus on maintaining and enhancing
transmission system reliability and improving PJM’s energy market performance by

increasing demand side resource participation in the market, and by facilitating the



deployment of distributed generation resources. In drafting its comments, PTM has not
considered nor represented other perspectives founded on other legitimate interests — for
example, the cost-effectiveness of requiring the mass deployment of smart meters, or the
revenue impacts on load serving entities of their customers’ direct participation in PJM’s
demand side response programs. For that reason, PIM expresses no opinion whether, on
balance, the Commission should adopt these or any other proposed standards. PJM does,
however, encourage the Commission to explore policies and standards that, properly
tailored to Kentucky’s circumstances, can bring the benefits of efficient demand side
response and distributed resources to consumers. PJM believes that its wholesale
plafform provides a sound starting point for such exploration. PIM stands ready to
provide any additional information on the wholesale market, including the operation of

demand side resources within that market, which the Commission may require.

Q. Does this conclude your testimony?

A. Yes.
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South Kentucky REC.C.
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Louisville Gas & Electric Company
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Ted Hampton

Cumberland Valley Electric, Inc.
Highway 25E
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Kerry K. Howard
Licking Valley R.E.C.C.
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271 Main Street

West Liberty, KY 41472

Mark A. Bailey
Kenergy Corp.

3111 Fairview Drive
P.O, Box 1389
Owensbore, KY 42302

Pudley Bottorn, Jr.

Shelby Energy Cooperative, Inc.
620 Old Finchville Road
Shelbyville, KY 40065

Sharon K. Carson

Finance & Accounting Manager
Jackson Energy Cooperative
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U1.S. Highway 421 S

McKee, KY 40447

Carol H. Fraley
President and CEQ
Graysen R.E.C.C.
109 Bagby Park
Grayson, K'Y 41143

David F. Boehm
Boehm, Kurtz & Lowry
36 East Seventh Street
2110 CBLD Building
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Inter-County Energy Cooperative
Corporation

160% Hustonville Road

P.0.Box 87

Danville, KY 40423-0087

Michael S. Beer

VP-Rates & Regulatory
Kentucky Utilities Company

Cfo Louisville Gas & Electric Co.
P.O. Box 32010

Louisville, KY 40232-2010

Daniel W. Brewer

Biue Grass Energy Cooperative Corp.
P.O. Box 990

120 Lexingion Road

Nicholagville, KY 40340-0990

Michael H. Core

Big Rivers Blectric Corporation
201 Third Street

P.0O.Box 24

Henderson, KY 42420

James B. Gainer

Legal Division

The Union, Light, Heat and Power
Company

139 East Fourth Sireet

Cincinnati, OH 45202

Larry Hicks

Salt River Electric Cooperative
Corporation

111 West Braghear Avenue
P.O. Box 609

Bardstown, KY 40004

Robert M. Marshall

Owen Electric Cooperative, Inc,
8205 Highway 127 North

P.C. Box 400

Owenton, KY 40359



Mark R, Overstreet

Stites & Harbison

421 West Main Strect

PO, Box 634

Frankfort, KY 40602-0634

Scoit H. DeBroff

LeBoeuf, Lamb, Green & MacRae, LLP
200 North Third Street, Suite 300

P.O. Box 12105

Harrisburg, PA 17108-2103

Timothy C. Mosher
American Electric Power
101 A Enterprise Drive
P.O. Box 5190
Frankfort, KY 40602

Anthony P. Overbey
Fleming-Mason Energy Cooperative
P.O. Box 328

Flemingsburg, KY 41041

Elizabeth L. Cocanougher
Sentor Corporate Attorney
EONUS.LLC

220 West Main Street
Louisville, KY 40202

David Spainhoward

VP External Relations & Interim Chief
Production Officer

Big Rivers Electric Corporation

201 Third Street

P.O. Box 24

Henderson, KY 42419-0024

Burns E. Mercey

Meade County R.E.C.C.

P.O. Box 489

Brandenburg, KY 40108-0489

Lawrence W, Cook

Agsistant Attorney General
Office of the Attorney General
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Suite 200

Frankfort, KY 40601-8204

Barry L. Myers, Manager
Taylor County RE.C.C.
100 West Main Street

PO, Box 100
Campbellsville, KY 42719

Roy M. Palk

East Kentucky Power Cooperative, Inc.
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P.O. Box 707
Winchester, KY 40392-0707

Kendrick R. Riggs

Stoll Keenon Ogden PLLC
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500 West Jefferson Street
Louisville, K'Y 40202

Michael L. Miller

President & CEO

Nolin R.E.C.C.

411 Ring Road
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PLLC
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2900 Irvin Cobb Drive
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President/General Manager
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